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REPORT OF THE PRESIDENT 


TO THE STOCKHOLDERS: 


Chicago, Illinois 
March 10, 1937 


Substantial progress was made by American Airlines, Inc. during the year of 1936: the revenues of the company were 
materially increased, our fleet of aircraft was increased and modernized, new high standards of service to the public were 
established and maintained, the per mile operating costs were further decreased, the position of the Company in the field 
of air transportation was improved and the Company operated for the year at a profit. 

Result of Operation 

Operations for the year of 1936 resulted in a profit of $4,589.41, after providing $1,277,629.67 for obsolescence and 
depreciation, as compared with a loss of $748,369.95 for the year of 1935 and a loss of $1,371,391.91 for the period from 
May 13, 1934 to December 31, 1934. 

Passengers Transported 

During the year of 1936, American Airlines, Inc. transported 255,324 revenue passengers and established the record of 
being the first company in the history of air transportation to transport more than a quarter^million passengers in one year. 
Twenty'eight out of each hundred passengers carried by the scheduled airlines of the United States in the year of 1936 were 
transported on the lines of your Company. The number of passengers transported by American Airlines, Inc. in the year of 
1936 showed an increase of 45% over the number transported during the year of 1935. 

Air Express 

In our Annual Report for the year of 1935 we informed you of a contract entered into with Railway Express Agency 
for the joint solicitation and transportation of air express. This contract has proven satisfactory and the revenue from the 
transportation of air express for the year of 1936 shows an increase of 128% over the revenue from the same source for the 
year of 1935. 

Air Mail Transported 

The volume of air mail transported on the planes of American Airlines, Inc. continued to increase during the year. 
The average mail load transported per mail pay mile for the year of 1936 showed an increase of 46% over 1935. Revenue 
from the transportation of air mail increased 22% in 1936 as compared with 1935. 


Trend of Revenues 


The relationship of revenue derived from the transportation of passengers as compared with total revenue continues to 
improve. Higher standards of service, an aggressive sales policy and improved general business conditions have made this 
trend possible: 

May 13, 1934 
to December 

Year 1936 Year 1935 31. 1934 


Passenger . 

Mail. 

Express . 

Other . 


$5,552,817.34 

2,444,361.04 

227,417.56 

109,495.15 


$3,661,299.80 

1,999,246.12 

99,719.67 

104,270.99 


$1,350,838.99 

725,332.81 

40.876.17 

46.794.18 


Total 


$8,334,091.09 


$5,864,536.58 $2,163,842.15 


Operating Expenses 

During the year of 1936, our eight passenger Vultee airplanes and fifteen passenger Condor airplanes were replaced in 
our fleet with Douglas Flagship planes having a capacity of twenty'One passengers as day planes and fourteen passengers as 
sleeper planes. All single pilot operations were discontinued during the year and at the end of 1936 all operations of your 
company were with multi'engined, dual pilot flying equipment. 

Depreciation on aircraft and engines has heretofore been computed on full value without providing residual value. 
Although no changes were effected during the year in the rates of depredation, residual values were established on Vultee, 
Condor and Stinson airplanes, and the engines used in those airplanes, which had the effect of reducing the depreda* 
tion charge for the period by $79,300.98. 

Even with the substitution of larger flying equipment in our fleet we were able to make further reductions in our per 
mile flying expense. Operating costs per revenue mile for 1936 were 58.9c, as compared with 60.7c for the year of 1935. 

New "American” Services 

During the year of 1936 your company established non-stop service between New York and Chicago with the inaugu* 
ration on June 25, 1936 of two nonstop flights between these important cities, the “AMERICAN EAGLE" and the 
“AMERICAN ARROW". Flight time on both of these deduxe services from Chicago to New York is three hours fifty' 
five minutes. 

In September of 1936 your company inaugurated two Coast'to'Coast air sleeper services; the “MERCURY", a three 
stop service, and the “SOUTHERNER", a four stop service between New York and Los Angeles. “Flagship" planes of the 
latest type are being used in the operation of these splendid new services. 

All of these new services have been well patronized and their inauguration has increased the earning ability and prestige 
of the company. 




















Financial Position 

With this report there is sent you a Balance Sheet showing the financial position of your Company as of December 31, 
1936. 

During the year of 1936, American Airlines, Inc. purchased and put into service eight Douglas Flagship Sleeper planes 
and twelve Flagship day planes. It also purchased and put into local service ten Stinson Tri'motored Club planes. Together 
with engines purchased, these equipment expenditures totaled $2,481,755.94. An additional $576,083.30 was expended in 
improvements to other flying equipment, radio, etc., making a total investment in equipment of all kinds for the year of 1936 
of $3,057,839.24. 

The new Douglas Flagship planes were partially financed by borrowing $1,235,399.55 from the Reconstruction Finance 
Corporation, this amount representing substantially sixty per cent of the purchase price of 20 Douglas airplanes, complete 
with engines, and ten spare Cyclone G'2 engines. This loan was in the form of mortgage notes bearing interest at the rate 
of 5% per annum and due in installments over a period of four years. There has been repaid to date $160,350.00 principal 
amount of this loan. 

On July 1, 1936, your Company sold to The Aviation Corporation its Five Year 4*/2% Debentures in the amount of 
$3,650,000.00, as previously authorized by the stockholders and directors of the company. Of the total amount of such 
debentures, $2,777,812.50 principal amount are, at the option of the holders prior to maturity, convertible into common 
capital stock of the Company at the price of $12.50 per share, and $872,187.50 are nonconvertible. 

The proceeds from the sale of these debentures were used to retire the outstanding indebtedness to The Aviation Cor* 
poration as of June 30, 1936, consisting of a demand note dated December 31, 1935, secured by a chattel mortgage on all 
assets of the company, in the amount of $3,136,664.03, a demand note dated February 21, 1936 in the amount of $200,' 
000.00, and interest on this indebtedness as of June 30, 1936 in the amount of $75,628.41. The balance of the proceeds, 
$237,707.56, was received by the company in cash. 

New Equipment Commitments 

The normal expansion of our business will require the purchase of additional flying equipment during the year of 1937. 
Your company has ordered from Douglas Aircraft Company seventeen additional Flagships, to be delivered during the year 
of 1937. These airplanes are the most modem available today and our experience has shown that they are the most 
economical per seat mile. Their purchase and use by the company will have the effect of not only increasing and improving 
the services of the company but will also have the effect of reducing the per seat mile cost of operation. Application has 
been made to the Reconstruction Finance Corporation for a loan to partially finance these new equipment purchases. 

In company with four other major airlines, your Company is participating with Douglas Aircraft Company in the 
development of a four^engined 40 passenger land airplane. Under the terms of the contract with Douglas the first expert 
mental airplane should be flight tested during the year of 1937 and it should be in production during the year of 1938. 
Under the terms of the development contract, American Airlines, Inc. has an option to purchase twenty of these airplanes 
at fixed prices in event the development is successful and the needs of the company at that time require equipment of that 
type. 

Air Mail Rate Case Pending 

Officials of your Company filed with the Interstate Commerce Commission early in 1936 a petition for an increase in 
the amounts paid to it for the transportation of air mail. 

On February 23, 1937, the Interstate Commerce Commssion made public the report of its Examiners in this case, which 
report recommended adjustment of the air mail rates paid to the company which, if approved by the Commission, would, 
according to our estimates, increase the air mail revenues of the Company by approximately $146,000.00 per annum. The 
report of the Examiners recommended that the adjusted rates be made retroactive to March 9, 1936. 

Development of Territory Served 

Your Company has now pending before the Interstate Commerce Commission a petition requesting authority for the 
Company to extend its services from Cincinnati, through Dayton, to Detroit, and from Detroit, through Fort Wayne, to 
Indianapolis. These new services, if authorized, will serve an important industrial territory with excellent potential air 
traffic and will give Detroit a more direct outlet by air to the South and Southwest. 

Personnel 

Again we say that the excellent progress being made by the Company would not be possible without the fine spirit of 
initiative and cooperation displayed by all members of the organization; to all of them we are indebted. 

Expansion of our services during the year of 1936 required the training of a corps of new employees. Your Company 
stands ready in 1937 with a well trained group of loyal and dependable employees, able to adequately serve the increasing 
demand for air transportation. 

Appreciation of Your Assistance 

Last year we asked our stockholders to be of assistance to us by using our services, by acquainting their friends and 
business associates of the air transportation facilities available upon the lines of American Airlines, Inc., and by building the 
prestige of the company. We greatly appreciate the fine response to this request and the very tangible aid rendered to the 
officers and employees of the Company by our stockholders. May we request your continued assistance, in order that we 
together may make American Airlines, Inc. the outstanding airline in the United States? 

For your information, there is enclosed one of our latest folders showing the services offered by your Company. A 
comparison of the services offered at this time with those offered one year ago will lend encouragement to our efforts and 
will give us justifiable pride in the accomplishments of the Company during 1936. 

Air transportation will continue to advance and the measure of our success in the industry will depend largely upon the 
initiatve and judgment displayed by all members of the organization, in which, with your permission, we would like to include 
each stockholder of the Company. 


Sincerely yours. 


C. R. SMITH, President. 







AMERICAN AIRLINES, INC. i 

CONSOLIDATED BALANC! 


CURRENT ASSETS: 


ASSETS 


Cash in banks and on hand 
Accounts receivable— 

United States Government Departments 
Other air line companies and agents—traffic and 
express balances, etc. 

Other trade 


Less: Reserve for doubtful accounts 

Inventories at cost, less reserve 
Indebtedness of employes 


$ 551 , 456.51 


$ 337 , 554.58 

102 , 785.54 

300 , 142.70 


$ 740 , 482.82 

1 , 833.45 


738 , 649.37 

820 , 806.56 

6 , 517.83 


Total current assets 


$ 2 , 117 , 430.27 


SPECIAL FUNDS: 

Cash and United States Treasury Bonds deposited in escrow— 
Insurance indemnity agreement 

Deposit for pro rata share of engineering and development costs 
of manufacturer under joint airlines equipment agreement 

FLYING EQUIPMENT, AT COST 

Less: Reserve for obsolescence and depreciation 

LAND, BUILDINGS AND OTHER EQUIPMENT, AT COST 
Less: Reserve for depreciation 

MISCELLANEOUS PHYSICAL PROPERTY, NOT IN USE, AT COST 
DEFERRED CHARGES: 

Prepaid rents, insurance, etc. 

Other deferred charges 


$ 11 , 838.91 

12 , 299.00 

- 24 , 137.91 

$ 4 , 169 , 448.07 

1 , 313 , 763.46 

- 2 , 855 , 684.61 

$ 1 , 929 , 526.06 

497 , 836.11 

- 1 , 431 , 689.95 

31 , 902.00 

$ 64 , 339.89 

53 , 625.36 

- 117 , 965.25 


$ 6 , 578 , 809.99 
















ID SUBSIDIARY COMPANIES 


IEET—DECEMBER 31, 1936 

LIABILITIES 

CURRENT LIABILITIES: 

Accounts payable and accrued expenses 
Accrued interest 

Accrued unemployment compensation excise taxes 

Provision for state and local taxes 

Chattel mortgage notes, installments due within one year 


$ 495,060.85 
11,590.77 
30,570.17 
11,640.47 
320,700.00 


Total current liabilities 


$ 869,562.26 


LONG-TERM DEBT: 

5% chattel mortgage notes—Reconstruction Finance 
Corporation—due 1937*1939— 

Secured by chattel mortgages on aircraft and 
engines of a cost of approximately $2,060,000 
Less: Installments due within one year in* 
eluded in current liabilities above 


$1,181,949.55 

320,700.00 


Five Year 4 /i% Debentures, due July 1, 1941— 
Convertible 
Non*convertible 


$2,777,812.50 

872,187.50 


Notes payable, due November 30, 1938 


$ 861,249.55 


3,650,000.00 

60,375.00 


UNEARNED REVENUE 

(Representing prepaid passenger revenue under travel scrip plan) 

CAPITAL STOCK: 

Authorized—500,000 shares, par value $10 per share 
Reserved for conversion of Five Year 4 /i% Debentures—222,225 
shares 

Issued—277,775 shares 
EARNED SURPLUS (DEFICIT): 

Balance, December 31, 1935 $2,119,761.86* 

Deduct: Adjustment of depreciation provision on aircraft and 

engines for prior years 113,149.66 


4,571,624.55 

361,895.97 


2,777,750.00 


Net profit for year ended December 31, 1936 

Note: There are commitments for the purchase of aircraft and engines 
for delivery in 1937 amounting to $1,963,659. The company 
has filed application with Reconstruction Finance Corporation 
for a loan of $621,000 to be secured by chattel mortgage on the 
first ten airplanes (complete with engines) to be purchased 
under the commitments, the estimated cost thereof being 
$1,035,000. It is expected that further applications will be filed 
with Reconstruction Finance Corporation for loans to the extent 
of 60% of the cost of additional aircraft and engines as pur* 
chased. 


$2,006,612.20* 

4,589.41 

- 2,002,022.79* 


$6,578,809.99 


*Red. 
















AMERICAN AIRLINES, INC. 

and Subsidiary Companies 

CONSOLIDATED STATEMENT OF PROFIT AND LOSS 

FOR THE YEAR ENDED DECEMBER 31, 1936 


Operating revenue: 

Mail 

Passenger 

Express 

Other 

Total operating revenue 

Operating expenses: 

Flying 

Ground 

Sales 

Advertising and publicity 
General and administrative 


Other income: 

Profit on sale of property and equip¬ 
ment 

Less: Write-down of inventory 
value of parts usable only on 
equipment sold 

Other 


Other charges: 

Interest on long-term debt 
Provision for other inventory losses 
Other 


$2,444,361.04 
5,55 2,817.34 
227,417.56 
109,495.15 


$8,334,091.09 


$3,855,710.48 

1,776,687.14 

557,799.66 

347,522.43 

331,085.15 


6,868,804.86 


$1,465,286.23 


$98,362.28 


46,718.90 

- $ 51,643.38 

25,392.91 

•- 77,036.29 


$1,542,322.52 

$ 159,126.47 
21,607.46 
79,369.51 

- 260,103.44 


Total operating expenses exclusive of 
depreciation 


$1,282,219.08 

1,277,629.67 

$ 4,589.41 


Net profit before provision for obsolescence and depreciation 
Provision for obsolescence and depreciation 

Net profit carried to surplus 




















To the Board of Directors, 

AMERICAN AIRLINES, INC.: 

We have made an examination of the consolidated balance sheet of Ameri' 
can Airlines, Inc. and subsidiary companies as at December 31, 1936 and of the 
consolidated statement of profit and loss for the year 1936. In connection there' 
with we examined or tested accounting records of the companies and other 
supporting evidence and obtained information and explanations from officers and 
employes of the companies; we also made a general review of the accounting 
methods and of the operating and income accounts for the year, but we did not 
make a detailed audit of the transactions. 

The board of directors approved reductions, from date of acquisition, in 
depreciation provision on certain types of flying equipment, such reductions 
arising from adjustment of residual values. The reduction in the provision for 
obsolescence and depreciation for prior years amounting to $113,149.66 has been 
credited to earned surplus (deficit). Such reduction for the year 1936, as a 
result of this revision, amounted to $79,300.98 compared to the basis used in 
the year 1935. 

In our opinion, based upon such examination, the accompanying consoli' 
dated balance sheet and related consolidated statement of profit and loss fairly 
present, in accordance with accepted principles of accounting consistently main' 
tained by the companies during the year under review, their consolidated position 
at December 31, 1936 and the results of consolidated operations for the year 
ended that date. 

Arthur Young 6? Co., 

Certified Public Accountants. 


Chicago, Illinois, February 25, 1937. 








